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It is a pleasure to be here with you today to discuss the 
outlook for iss. iagraculturalrexportsis al have hadi:to -tell 
numerous groups things they didn't want to hear on many 
occasions while in government and am glad that today's dis- 
CUSSION Mss DOO Ne Ode them. ihe prospects fom agracwl turad 
tradewimlosowand beyond aresbrd ght.sel aSe. exports, should reach 
record volumes next year tor the, third, consecutive year.) ; In 
dollar value we are anticipating a 19% increase over 1979's 


record exponts; of.$.3.2 .badlion, 


Beto reminlockwmonerspeciiica lhl yeats eile, out loogkstor 19390, I 
would like to discuss some economic and policy variables which 
have influenced this tremendous growth in U.S. agricultural 
trade and which. can be, expected) to continue, to. affect. our exports 


in the coming, years. 


In the U.S. there are few, if any, agricultural issues which 
remain jexclasively domestic tin Scope .\clhe rexportrenvironment.1s 


and will remain a major determinant of the health of the U.S. 


Remarks by Dale E. Hathaway, Under Secretary for International 
Affairs and Commodity Programs, U.S. Department of Agriculture, 
before the Wharton Agricultural Forecasting Meeting, Chicago, 
Illinois, December 11, 1979 
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agricultural seconomy. “Our ability to balances the interests vo. 
foreign purchasers,’ domestic consumers, and) export. carnings 
in a time of growing worldwide demand for food will be a 


crucialstes @ obethestalentseornU. os polucyamakcnsr. 


The=next Charéer years may. bers corres | transition pen od. bor 
the worlds» acricultura leeconomy. se Although itease impossible 
to predict weathem and tie anpact= vue wee have onecommod ty 
Supply; =it appears ciate we Calwexpec leds pelo Cid uaGleri7ecde Dy, 
reasonable balance in supply and demand over the next few years. 
Longer range averse, extending beyond the early 1980s, 
indicate continued stronger demand pressures and possibly real 


increases in commodity prices in the last half of the decade. 


World population growth, an important factor in food demand, 
will not be appreciably different from the rate observed in 


0 


recent years--1.8% per year. However, aggregate rates have 
little ‘meaning for world demand. Growth rates for the U.S. 

and Eutope will likely remain at less than 1%. A gradual 
continued decline in the population growth is expected for 

the USSR.” Chinay sand basteAsic. a lnecont ras tpoOplua tone cow tn 


in Africa, the Middle East and most of Latin America will remain 


very high for some time. 


Population growth rates alone are not the only significant 


demographic variables in the food demand equation. The age 


distribution of populations will also affect consumption 
requirements. While in the United States and much of Western 
Europe the average age is increasing beyond the age of maximum 
caloric intake, in much of the developing world the largest 

and most rapidly growing population segment is young adult 
workers with,ancreasing food requirements. . Thus, while 
population growth rates and age structure will dampen the 
growth in demand for foodstuffs in Western Europe, Eastern 
Europe mwapan- and tie Unc, solee0 a DOCh]tactors will besstrong 
forces, expending the demand 101 200d in much of the rest of 


the wonlue 


The second important economic variable is income growth. 
Here again, where the growth occurs and how it affects food 


consumption need to be examined carefully. 


Current projections indicate a slower rate of worldwide 
CTOWLN In Crossedomesticyproduct during the earlier 1980s 
than has been experienced in the 1960s and 1970s. From the 
early 1969s through the early 1970s the world economy recorded 
annua ly erowth rates averacing S27. yeoince. | 970-77, ¢rowth in 
world svoss omestic product. atter adjustment. for inflation, 
has slowed to about 3.7%. The present global economic slowdown, 
exacerbated by the June OPEC price decision, can be expected 
to result in delayed recovery, although the level of economic 


disruption may be Jessithan that’ experienced in 1974-75. 


The pattern of economic growth is expected to continue 
some trends established in the 1960s and 1970s. "To illustrate 
these patterns, I will speak of countries in four general 
groups: the advancedmarket economies, centrally planned 
economies, rapid-growth middle income countries, and low 


income developing Countries. 


The advanced market economies have exhibited declining 
rates of real economic growth since the early sixties and are 
expected to be most notably affected by the economic trauma 
‘generated by oil price increases. But, these are economies 
where food consumption levels are already so high that income 


growth does little to change the demand for food. 


Japan's economy which recorded annual growth in excess 
OLeLUe In the sll Olses lowed btOeabDoOUtealt ethat rateein: the 1970s. 
Le shoulds continue lO-expalucdtetales tiaex cess OL tne wor 1d 
average but there too the odds favor realtively slow growth 
as compared to the late 1970s. This is one area where the 
difference will count since the income elasticity for red meat 


and some Other products 15 siti Nicweine apa 


With the exception of China, centrally planned economies 
have grown at faster rates than the world average during the 
last two decades. But, they also arescexpeniencin secopomte 


difficulties not unlike our own. The Soviet Union may continue 


to exceed average world economic growth, although there too, 
rates may be lower than in the 1970s. Several Eastern 
European countries have already been forced to cut back 
consumption and their energy dependence may require further 
curtailments of growth expectation. Real growth in China 

may spurt ahead of its historic rates and match the world rate 
in the early 1980s. Here, as in Japan, growth rates will 


affect food consumption and import requirements. 


The rapid growth middle income countries will continue 
to outperform the more advanced market economies and the 
centrally planned economies. East Asia, North Africa and the 
Middles=bast) Tectons gro, bikclyetoOUcontanie. CLO expervence the 
most rapid growth rates, well exceeding the world average. 
Middle America, Brazil and certain other South American 
countries are also expected to continue to exceed worldwide 
CTOWEN Tates mm fesceorco “Of enerey Seli=surryciency or these 
countries’ will affect their growth. Those heavily dependent 
ans «aimport ed! o114esuch as Brazii¢ and Koreas may fandiatidatficult 
to maintain the rate of growth experienced in the 1970s. 
However, the expanding and diversified export positions of 
these countries, as well as adequate financial reserves, should 
allow them to maintain growing production despite increased 


energy costs. 


For the lower income countries, the outlook ranges from 


average to exceedingly grim. In certain countries, population 


pressures and deteriorating financial positions may preclude 
any real economic advance. This will keep many of them from 
becoming major elements in world demand growth, but will also 


increase the need for development assistance and food aid. 


Most projections include expanding population in the 
developing countries; continued price inilation; strong, but 
shifting accumulation of financial reserves; and a slower 
rate of worldwide economic growth; all.of which have implica- 


tionssbhorvapriculituralmimade . 


Price inflation will mean continued increases in the cost 
of producing agricultural commodities. Soaring energy 
DrIces In particular may be uncréeasingly disruptive’ to the 
transportation sector and may change the relative position 
of specific commodities, production methods, and exporting 


countries. 


Producers in) ithe major foodrexporiamy comntriestw the! UAiSa, 


Canada and Australia, may find themselves increasingly squeezed 


by higher tostssy > Produeuionimethodsmuine thesemcountriess use 
more energy’ based inputs --> fertilizers, herbicides, pesticides, 
and machinery power. These will be relatively more expensive 


in ther 1930s: asy dong. asppetroleum, priecsy Continue sto sso. 


In developing countries where productivity gains could be 


attained by the adoption of more advanced technology, these 


modern inputs will’also be increasingly ‘expensive. The 

pOcCent Par rore yea. inereases *asequite high vinemany? developing 
countries, but limited financial resources and rising costs 
could*make” these-new methods*far less attractive to’ producers 
unless eovernments increase internal food prices’ sharply, 


A Most dsteeeiit WMatterv ini very poor? countries. 


Expanding the land base for agricultural production will 
be difficult in both the developing and developed worlds. 
Bringingunew land under cultivation is .increasingly,capital 
intensive; the, productivity of such land is dependent.upon 


new technology. 


The-recent o1l price hakes also have increased fhe costs 
of transporting agricultural commodities sharply. Ocean 
Ereiont rates for bulk “shipments s0tecrains rose by 50) to 150 
percent between June 1978 and June. 1979. “Although, some_of 
this increase is passed on to overseas purchasers,.a portion 
is also absorbed by producers who receive relatively less for 


their erain bound for- export, 


In major exporting countries, including our own, the 
structural problems of internal transportation systems have 
been exacerbated by rising fuel costs. » The’ relative economics 
of alternative methods of transport have changed dramatically 
and) tieseonst ates OL et raat Ons erevulat Lon sand slam) ted 


capital have not permitted the systems to react. 


Slower real rates of growth in gross domestic product 
for the world will place a temporary damper on the demand for 
agricultural: products. Rising income tends to generate demand 
for more animal protein which in turn generates higher demand 
for grains... The economicsslowdown projected for the early 
1980s may temper this income related growth in consumption. 
However, “Chose countries whichshave recently accounted for 
much of the growth in demand associated with improved diets, 
i.e., middle and upper income developing countries and 
centrally planned economies, are not expected to experience 
as much of an economic downturn as the highly industrialized 


market economies. 


Demand for food will continue to grow at a relative rapid 
pace in some of the areas that are already leading food 
importers, including most of the o11 exporting nations and much 
of. the’ rapidly*¢rowine parts Of Asia. Mayor orowth should 4is6 
persist tor the centrally planned *ereds, wiere po Ppical 
commitments to improving diets have a good chance of enduring 
the *higher* food prices that arevalsowlikely. in cnese, osein 
the high-income market economies, most of the growth in demand 
for food imports will be for the tpeedgrains=andvoilseeds) 


needed for expanding livestock production. 


For a variety of reasons, includinse limited natural 
Yesources; Unpropitious Climates and Stvuctwiral prnon1 toes 


within their economies, rapid-growth middle income countries 


will have increasing difficulty in meeting the food needs of 
their growing populations from domestic sources. With rising 
incomes, demand for improved diets will intensify, and with 
Liestimanciel resources tO-sUppOTt 11, the solution Wilt be 
in¢reased 1pUerts, (Mexico 1S a Case" inv point. From’ a position 
as a net exporter of wheat and feedgrains in the late 1960s, 
Mexico’ has’ inthe last few years become a net importer of 
grains. Exploding population and rising incomes combined with 
difficulties in expanding crop production, have led to 
increasing dependence on US. grains. In the coming years, 
with its new 0il wealth, Mexico could become one of our 


major foreign markets. 


Press eoon tne: Joo, wold, nas made Uti aortic tural 
commodities a better buy on world markets and unless there is 
a strong recovery ‘this’ will ‘continue to be the case.” In’ 1978. 
European and Japaneses importers paid less in’deflated or real 
terms for U:S. wheat, corn and soybeans than they had in 1979. 
Even#in tMexicorandskorea the “real oprices frtheseicommodities 
have inecreaseavless  thanpin i thestest, tOnnalgoldsequivalent 
basis ,ethe USSRecouldspurchase stwiceras much? srainvinelo7seas 
insthe earty 1970s. “eTovthe textent that \importingscountries 
retain»their relative financial strength, American agricultural 


exports will continue to be a,bargain. 


With slow but steady growth in demand for food and with 


agriculture'’s productive resources operating at near capacity, 
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commodity prices are not expected to repeat their roller- 
coaster ascent of the mid-1970s, barring unforeseen weather 
and bad policies. We have already seen a strengthening of 
wheat and feedgrain prices and it is safe to assume that 
these, will, noteareturtieto their lowelevelclot «197 alo Sees Lt 
high energy prices and general inflation mitigate against 
production expansion, and this is combined with unfavorable 
weather, the delicate supply/demand balance could once again 


be severely disrupted and commodity prices could soar. 


Turning Lrom the economic. £0 the policy Variables of our 
equation, I would like to simply mention some of the policy 
issues surrounding agricultural exports which I expect to 
be Taasedsuncneasing by fin the publ we. onus § dy Wil Lenot. attempt 
to forecast how or whether these issues will, be.resolved.. Policy 
questaons- have a notable tendemcy (oO, change, as economic 
conditions change, only to resurface yet again unanswered in 


a new form. 


The farmer-owned reserve program, initiated by this 
Administration in the 1977 Food and Agriculture Act and widely 
acknowledged as successful in stabilizing grain prices, will 
be*a@ focal "pointsom policy discussions eime tne cOmimoemonunio: 

The reserve was intended to absorb excess supplies of commodities 
in periods, of ow pricesand, tOsrelease thes cui ietamesmor ss ior ft 
supply and higher prices. Thenextent touwhi chathesresermos program 


Should be expanded to include additional crops and perhaps more 


ee |) eee 


directly managed! for producer: price support is being discussed. 
Our maximum stock and reserve quantity targets will be 


Yeassesscusid ora luavedr tor prrce "impact. 


The existence of the farmer-owned reserve has increased 
the credibility of our claim to be a reliable supplier to other 
countries. We have made a commitment to our foreign buyers 


that the grain will be available as needed. 


The decisions reached on reserve size, as well as release 
andnce lla levels Nayeat seca, tne COMmpetative Position of Ul. 
commodities in world markets. If reserve management results 
Mie ececs tcl Vale OND rICes mult ecould OLOVICe oa Drecemunbrel la 
ZOY increased production by torelion comptitors. On the other 
hand, release and call prices too low could deplete the reserve 
too rapidly and ‘curtail ourxy ability to meet domestic and 


fOreign Obligations inmsvyears of Short supply. 


U.S. producers are and will continue to be squeezed by 
rising “input prices: Weare increasingly hearing ‘suggestions 
that ?the United States *shouldyresort ‘to multiple ‘pricing 
techniques to increase the revenue from its foreign sales of 
Crab “ices lOgaml ed wuUSne lta. “barrel 1s Only fone popular 
expression of this growing concern. While we recognize the 
cost problems farmers are facing, the short-run appeal of such 
solutions must be examined in the long-run context of both 
world market implications and implications for our marketing 


SL VUCCILLS. 


Although I am not forecasting a return of the imbalance 
of the early 1970s, much of the burden of world adjustment 
15 stulldikely to be concentrated anma ifow producing ycountuies=- 
such as the U.S., Canada, Australia and Argentina. This burden 
is* not going to be willingly assumed by producers or consumers 
within ‘the United States. The farmer-owned reserve program 
may protect against’ temporary shortages or surpluses but it 1s 
a small shield when compared to potential worldwide production 
or consumption, or the cumulative imbalances that can occur 


With ssuccessivie wears of oom shou mMeny 200d) .crops. 


Uhe, issue of caquity an the; imternational distributaom of 
production/consumption adjustment may again be raised in the 
eariy, LISUS.eewWurine -Chevcinan leroy 2a1edS, per tod eimai a ligne 
production, ®Tising demand andMsoaraneepraces ; “the cutback fin 
world grain use was mainly due to sharp reductions in developed 
market ‘economies, “particularly the. United States. The EC, 
centrally planned economies. .and some developing countries did 
not, allow consumers. to react to the sagnail of higher ,praces 
by reducing consumption. This lack of consumption adjustment 
in most of the world .exacerbated the price situation and 
placed, anvexcessive burden tom sthe ef ew serce manketweconomies: 


Dislocations were traumatic’ in cthe sl. ae lices Loc. Sectom 


In the next... decade, the balancing otuthe interestsso” 


foreign exchange earnings, foreign purchasers, and domestic 


consumers may require new innovative adjustment mechanisms. 
There is no question that we are becoming more dependent upon 
PxpUG@tueial Kesha One Olio: “oViery LOU acres: in*the U.S.) is 
now producing commodities for export. If chronic domestic 
mitlation persists, aiid export demand is strong, the argument 
for insulating domestic markets from world prices may gain 


new voices. 


The clamor from consumer and user groups to'control 
exports in Order“to reduce domestic inflation as intensifying. 
The vast majority of letters following the announcement of the 
U.S.-USSR Grain Agreement supply level this year were complaints 
about "giving" our grains away while domestic food prices 
soared. The baking industry demanded that less wheat be made 
available for export so that their raw material prices would 
be: towered’ s Wel haves trong: pressures. trom domestic leather 
users to westract hide, exports.-.Many of these arguments, Jack 
basic understanding of economics or the current law, but the 
concern about ones interests of domestic consumers and 


export purchasers is audible and very real. 


Alternatively, our ability to maintain and expand overseas 
markets could be eroded by declining availability of credit 
assistance... .Both concessional (food aid). and -hard credit 
financing, ofsagricultural exports may be limited as other 


policy objectives take precedence. Development assistance and 


agit ae 


market development activities are long-term investments and 
Tequicve scons Stent and erecularecxnondy tutes COM nsulemeveruild - 
returns. The example of Korea which evolved from a concessional 


sale recipient to a commercial export market should be remembered. 


The, poorer COUNtTTiIes Of “the developing’ world wild 
increasingly require food aid to prevent malnutrition 
and possible Starvation. In parts of Africa and Southeast Asia, | 
per capita food production has been declining since the mid- 
IGOUS  seinese COUNTY es will) Continue. COvdepend oumimported 
food but purchases will be constrained by their extremely limited 
finanedal resources. <The Western industrial nations, exper- 
LenGine (ihe i sows CONOM tena Gl Lies wewi | StL bo bem aa mLed 


upongto provide: the bulk of shumanitarian=efood aid. 


One last policy issue I would like to mention encompasses 
total worla.trajie. pIncCeml70, Lic Uso. Odlance Of trade has 
been deficit: cach wyeatm crxcCeptrll7 sediagioyo- Ut We GCimninisnh 
our dependence on imported oil, the prognosis cannot be 
Significantly improved. There is a dangerous tendency, however, 
CO*point Lo.othner amporredsyo0dse dome woul neem OU ita. 
problems. and correspondingly scaler clCmhes iialG BOE O lL 


imports of a variety of manufactured and agricultural goods. 


The problem Of Cising ol pricescwante tie toe pact sOUmGnacc 
balance 18 not uniquely American, dhe rtrans. creo iad 


resources to OPEC nations 1S felt Dyed) en aeron sane 
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Sea to2surnicient anecnergy. We icannot ‘expect. to offset our 
PmioOLTCedmOdiImDt Lime DyY alusStstaingethat 1ore1gn. countries purchase 
Dut eexDObusmWwit Lemwepiimit their sales to7us..' Reasonably 

free Or, at minimum, fair trade is required. The middle 

income developing countries in particular, will find their 
CrOWNECiGucd Mc emeLhevmerinaneessrestraic ted, cand will not~be 
able to feed from our breadbasket if we close our vast consumer 


market to their goods. 


Shc in esc Ole icmOCneCTalmwouldeeconomtc and polacy1ssues 
COMtN Crs DeCimaslLCsmOImm NCmoX NOT twOldomCr Ole)! 96 0 sathe ScCenan 10 
isec lose; Losi dedlewate leasterromsetnemperspective, of.U.. 5. 
producers. Bumper crops in the U.S. combined with poor growing 
CONdIt1ONS IN sSomewol thesrest Uterine wOLldsvitneanpile buying 
power indicates heavy demand for exports to be satisfied by 


record volumes of U.S. grains and oilseeds. 


WeroLON GC trex DOlTtS sCO INGhea se Dyer INOS tecUmper Cen Uai it 
Value sthisetiuscals years to abouts s35 billiom anadsabout logpercent 
in volume. We expect shipments of wheat, feedgrains and soybeans, 
our leading export commodities, to total more than 130 million 


CONS sCOMpavea Withml! 2emia Lon last year. 


Ata the samemtiumnermebve Valvletoteagr 1cultural amports in 
fiscal lVs0"asepertea tosrise ati a slower rate. eprobably to 
Die Sibi On, eWwoLonrecouldsotve -theaUomean aot cultural trade 


surplus ‘of more than $20 billion for the year. It.was $15.8 


a iL na 
billionmimefiscal 19797 and SIs bail i om stherycar beroner 


Thus, our agriculture has become, the shining suceess 


story in world trade. This is. likely, toscontinuc? se Gea. 


future rests heavily on the few economic and policy variables 
I, have discussed. 
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